
COMMONWEAL TH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter of: 

KENTUCKY INDUSTRIAL UTILITY 
CUSTOMERS, INC. 

COMPLAINANT 

v. 

KENTUCKY UTILITIES COMPANY 
AND 
LOUISVILLE GAS AND ELECTRIC COMPANY 

DEFENDANTS 

ORDER 

) 
) 
) 
) 
) CASE NO. 
) 2018-00034 
) 
) 
) 
) 
) 
) 
) 

This proceeding concerns the effect of the Tax Cuts and Jobs Act1 on the rates of 

Kentucky Uti lities Company ("KU") and Louisvi lle Gas and Electric Company ("LG&E") 

Uointly, "KU/LG&E"). For the reasons stated in this Order, the Commission finds that the 

Offer of Acceptance and Satisfaction agreed to by the parties, as modified by this Order, 

is reasonable and should be approved. Based on the information provided, the 

Commission anticipates that for services performed from April 1, 2018, through April 30, 

2019, KU's retail electric rates will be reduced by approximately $108,001 ,624, LG&E's 

1 H.R. 1, Public Law 115-97, 131 Stat. 2054 (Dec. 22, 2017). 



retail electric rates will be reduced by approximately $78,909,353, and LG&E's retail gas 

rates will be reduced by approximately $16,868,565.2 

BACKGROUND 

On December 21 , 2017, Kentucky Industrial Utility Customers, Inc. ("KIUC") filed 

a formal complaint against KU, LG&E, and two other investor-owned utilities. KIUC's 

complaint, which was docketed as Case No. 2017-00477,3 alleges that KU/LG&E's tax 

rates are no longer "fair, just and reasonable" under KRS 278.030(1 ) due to the recent 

enactment of the Tax Cuts and Jobs Act, which reduced the federal corporate tax rate 

from 35 percent to 21 percent. In addition to requesting rate reductions to reflect the 

lower tax rate, the complaint alleges that KU/LG&E have on their books accumulated 

deferred income taxes that are now in excess of future liability and these excess 

accumulated deferred income taxes need to be refunded to ratepayers over the remaining 

useful life of the property creating the deferred taxes. 

By Order entered December 27, 2017, the Commission notified KU/LG&E of the 

complaint and directed them to satisfy or answer the matters complained of within 10 

days.4 This Order further directed KU/LG&E to begin recording deferred liabilities on their 

respective books for electric and gas service, as applicable, to reflect the reduction in the 

federal corporate tax rate to 21 percent and the associated savings in excess 

2 If it is determined that application of the normalization requirements herein are inconsistent with 
the requirements of the Tax Cut and Jobs Act, based on an interpretation that is different than anticipated 
or otherwise, the Commission would consider modifying the amortization of the "protected" excess 
accumulated deterred income taxes to ensure that Internal Revenue Service penalties, which would be 
detrimental to the utilities and ratepayers, are not incurred. 

3 Kentucky Industrial Utility Customers, Inc. v. Kentucky Utilities Company, Louisville Gas and 
Electric Company, Kentucky Power Company, and Duke Energy Kentucky, Inc. 

4 The Commission's January 5, 2018 Order extended this time period. 
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accumulated deferred income taxes on an interim basis until their rates are adjusted to 

reflect the federal tax savings. 

The Commission granted the Attorney General of the Commonwealth of Kentucky, 

by and through the Office of Rate Intervention ("Attorney General"), leave to intervene in 

Case No. 2017-00477 by Order entered January 5, 2018. 

KU and LG&E each filed Answers and Offers of Satisfaction in Case No. 2017-

00477 on January 8, 2018. The parties participated in two informal conferences, on 

January 17, 2018, and January 22, 2018, at the Commission's offices. The Commission 

subsequently entered Orders on January 25, 2018, closing Case No. 2017-00471 and 

establ ishing the instant case to review KIUC's complaint against KU/LGE, while two other 

cases were established to review KIUC's complaint against the two other investor-owned 

utilities. In opening the instant case, the Commission made KIUC, KU, LG&E, and the 

Attorney General parties to this proceeding, and incorporated by reference the record of 

Case No. 2017-00477. 

On January 29, 2018, KU/LG&E filed testimony and exhibits that include an Offer 

and Acceptance of Satisfaction signed by the parties. A summary of the provisions 

contained in the Offer and Acceptance of Satisfaction is as follows: 

• KU/LG&E will adjust their rate mechanisms, most notably their 

Environmental Cost Recovery ("ECR") Surcharges, to reflect the impact of 

the Tax Cuts and Jobs Act beginning in March 2018 based on a January 

expense month. 

• KU/LG&E will provide a surcredit to pass the base rate benefits of the Tax 

Cuts and Jobs Act to customers for service rendered beginning April 1, 
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2018, and continuing until such times as KU/LG&E's retail rates are reset 

through base rate cases. 

• The surcredit will be labeled Tax Cuts and Jobs Act Surcredit ("TCJA 

Surcredit"). 

• The TCJA Surcredit will be applied for services rendered on and after April 

1, 2018, through April 30, 2019. The parties do not anticipate the TCJA 

Surcredit continuing after that date because KU/LG&E plan to file for a 

change in their base rates - which will take into account the changes from 

the Tax Cut and Jobs Act, among other potential factors - effective May 1, 

2019, either as approved by the Commission or placed in effect by 

KU/LG&E subject to refund based on the Commission 's final orders in the 

anticipated rate cases. 

• KU/LG&E estimate the benefits of the Offer and Acceptance of Satisfaction 

for services rendered on and after April 1, 2018, through April 30, 2019, as 

follows: 

Bill reductions to KU customers in the amount of $91,290,656, with 

$70, 180,255 taking the form of the TCJA Surcredit for an estimated 

4.2 percent reduction to the monthly bill for the average KU 

residential customer. 

Bill reductions to LG&E electric customers in the amount of 

$68,934,450, with $48,993,021 taking the form of the TCJA Surcredit 

for an estimated 4.3 percent reduction to the monthly bi ll for the 

average LG&E electric residential customer. 
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Bill reductions to LG&E's gas customers $16,663,609, with 

$16,229,321 taking the form of the TCJA Surcredit for an estimated 

3 percent reduction to the monthly bill for the average LG&E gas 

residential customer. 

• KU/LG&E also estimate 1 .0 percent and 1 .3 percent reductions in the ECR 

mechanism for KU and LG&E residential customers, respectively, which 

would result in estimated total bill reductions of 5.1 percent for the average 

KU residential customer and 5.6 percent for the average LG&E electric 

residential customer. 

• The total benefit to customers estimated by KU/LG&E under the Offer and 

Acceptance of Satisfaction is $176,888,715. 

Should KU/LG&E not have new rates effective as of May 1, 2019, the Offer and 

Acceptance of Satisfaction provides that KU/LG&E will continue to include the TCJA 

Surcredit on customer bills. However, from May 1, 2019, until KU/LG&E's rates are 

otherwise modified , the TCJA Surcredit will be based on annual ized amounts (that is , not 

amounts based on a 16-month savings period being returned over the period of 13 

months, described above). 

KU/LG&E responded to data requests from Commission Staff on February 6, 2018, 

and February 21 , 2018, regarding the Offer and Acceptance of Satisfaction. 
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ANALYSIS AND FINDINGS 

The Commission's statutory obligation when reviewing rates is to determine 

whether the rates are "fair, just and reasonable."5 While KIUC and the Attorney General 

have significant experience in rate proceedings and collectively represent a diverse range 

of customer interests in th is case, the Commission cannot defer to the parties as to what 

constitutes fair, just, and reasonable rates. The Commission must review the record, 

including the Offer and Acceptance of Satisfaction, and apply its expertise to make an 

independent decision as to the level of rates that should be approved. 

To satisfy its obligation in this case, the Commission has investigated and 

analyzed the methodology proposed and agreed to by the parties to reduce KU/LG&E's 

rates to reflect the impact of the Tax Cuts and Jobs Act. Based on its review of the Offer 

and Acceptance of Satisfaction and the case record , including the testimony and data 

request responses, the Commission finds that, with the modif ications discussed below, 

the methodology used in the Offer and Acceptance of Satisfaction and the resulting 

impact on rates is reasonable and in the public interest. With those modifications, the 

Commission further finds that the Offer and Acceptance of Satisfaction is the product of 

arm's-length negotiations among knowledgeable , capable parties and should be 

approved. Such approval is based solely on the reasonableness of the Offer and 

Acceptance of Satisfaction, as modified herein , and does not constitute a precedent on 

any individual issue. 

5 KRS 278.030(1 ). 
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